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| California, the most populous state in the United States, constitutes 
just under one eighth of the nation’s population and a similar portion of 
its economic activity. In many respects, the state mirrors the adjustment 
of the public sector nationally in its regional response to the Great Recession. 
But California does deviate from the median state in a variety of ways 
apart from size. Its politics have been characterized (some would say 
dominated) by direct democracy: the initiative, referendum, and recall. 
And its unionization rate is somewhat higher than the national average, 
in large part due to higher public sector unionization. 

While all state and local governments have experienced difficulties 
adapting their public sectors to the Great Recession and its resultant 
squeeze on tax revenue, California began the episode with an underlying 
structural deficit rooted two decades earlier. That shaky starting point 
complicated its adjustment. It did not help that California was very much 
the heartland of the housing and mortgage bubble whose collapse trig- 
gered the Great Recession. Thus, its labor market was more heavily af- 
fected than most other states. These themes are developed in this chapter. 


Brief Political History 

California attained statehood in 1850, but its economic linkage to the 
rest of the United States once the Gold Rush subsided was the 
Transcontinental Railroad, which was not completed until 1869. That 
crucial rail link evolved into the Southern Pacific Railroad during the 
latter part of the 19th century. Because of the railroad’s near monopoly 
on trade and travel, its wealthy owners—the so-called Big 4—were per- 
ceived as squeezing state farms and businesses, dominating state politics, 
and corrupting the legislature.’ 

Progressives of the early 20th century, who were largely Republicans, 
rebelled against the influence of the railroad and saw direct democracy 
as the obvious counterweight to political corruption. In 1910, they suc- 
ceeded in electing Hiram Johnson as governor. Johnson’s administration 
the following year brought with it the initiative, referendum, and recall— 
along with women’s suffrage and workers compensation insurance. 
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